REPORT  ON 

Fireman’s  Fund  Insurance 
Company 

SAN  FRANCISCO,  CALIFORNIA 


SHANNOX-CONMY  PKINT1NC  CO. 


NOTE: 


The  officers  of  the  Fireman’s  Fund  Insurance  Company 
realizing  that  its  agents,  as  well  as  the  insuring  public  through- 
out -the  world,  should  have  authoritative  information  as  to  its 
financial  condition  upon  completion  of  its  rehabilitation, 
requested  the  Insurance  Department  of  the  State  of  California 
to  make  a special  and  thorough  examination  of  its  affairs  as  of 
June  30th,  1907. 

In  accordance  with  this  request  Actuary  S.  H.  Wolfe, 
of  New  York,  who  occupies  a leading  position  in  his  profes- 
sion throughout  the  United  States,  was  employed  by  the  Cali- 
fornia Department.  He,  with  a staff  of  assistants,  examined, 
investigated  and  verified,  not  only  the  Company’s  financial 
statement  of  June  30,  1907,  but  also  every  feature  of  the  set- 
tlement with  claimants,  treatment  of  shareholders  and  pro- 
tection of  policy  holders  of  both  the  Fireman’s  Fund  Insur- 
ance Company  and  the  Firemen’s  Fund  Insurance  Corpora- 
tion following  the  San  Francisco  disaster. 

Copy  of  Mr.  Wolfe’s  report  is  presented  herewith: 


S.  H.  WOLFE 

CONSULTING  ACTUARY 
35  Nassau  Street 


July  26,  1907. 

Hon  E.  Myron  Wolf, 

Insurance  Commissioner, 

San  Francisco,  Cal. : 

Sir — I have  the  honor  to  submit  herewith  the  result  of  my 
examination  of  the  Fireman’s  Fund  Insurance  Company,  together 
with  a statement  as  of  June  30,  1907,  which  I have  compiled  in 
accordance  with  your  directions. 

Very  respectfully  yours, 


S.  H.  WOLFE. 


REPORT  ON 


Fireman's  Fund  Insurance  Company 

SAN  FRANCISCO,  CALIFORNIA 


The  Commissioner  of  Insurance  of  the  State  of  Wisconsin 
commissioned  me  last  fall  to  visit  the  home  office  of  this  com- 
pany for  the  purpose  of  ascertaining  its  condition  and  its  inten- 
tions relative  to  the  treatment  of  its  loss  claimants.  The  report 
which  I made  to  him  at  that  time  dealt  with  the  situation  from 
the  standpoint  of  a huge  financial  institution  which  had  tempo- 
rarily been  stunned  by  an  unparalleled  catastrophe  and  outlined 
the  proposed  methods  of  recuperation.  This  present  report  will 
exhibit  to  you  not  only  its  condition  at  the  termination  of  the 
current  semi-annual  period,  but  will  likewise  trace  the  methods 
employed  in  carrying  out  the  proposed  methods  of  settlement. 
In  doing  this  it  will  be  necessary  to  refer  briefly  to  the  condi- 
tions which  required  this  unusual  treatment. 

On  April  18th,  19th,  20th  and  21st,  1906,  the  city  of  San 
Francisco  was  visited  by  a conflagration,  the  extent  of  which  can 
be  judged  from  the  figures  and  facts  stated  in  this  report.  The 
home  office  and  the  records  of  the  Fireman’s  Fund  Insurance 
Company  were  destroyed  and  it  became  necessary  to  rely  upon 
estimates  for  the  guidance  of  the  officers  in  meeting  the  result- 
ing liabilities. 

The  Fireman’s  Fund  Insurance  Company,  the  Home  Fire  and 
Marine  Insurance  Company  (whose  entire  capital  was  owned  by 
the  Fireman’s  Fund)  and  their  annex,  the  Pacific  Underwriters 
(,  whose  policies  provided  that  two-thirds  of  the  risk  were  assumed 
by  the  Fireman’s  Fund  and  one-third  by  the  Home)  were,  to  all 
intents  and  purposes,  one  institution,  and  the  Fireman’s  Fund 
Insurance  Company  was  responsible  for  the  losses  of  all  three. 
It  was  estimated  at  first  that  these  losses  would  amount  to 
$10,500,000,  and  that  after  allowing  for  an  estimated  salvage  and 
the  collection  of  about  $3,500,000  of  reinsurance,  the  assets  of 
the  Company  would  be  sufficient  to  pay  the  remaining  net  losses. 


The  heavy  losses  experienced  by  all  prominent  fire  insurance 
companies  as  a result  of  this  conflagration  so  seriously  crippled 
their  resources  that  the  difficulty  of  having  any  one  of  those 
companies  reinsure  unburnt  risks  of  the  Fireman’s  Fund  soon 
became  apparent.  To  meet  this  emergency  and  to  conserve  the 
value  of  the  good  will  of  the  extensive  agency  system  and  the 
excellent  reputation  which  the  Company  had  enjoyed,  the  plan 
of  forming  the  Firemen’s  Fund  Insurance  Corporation  was 
devised.  This  corporation  was  organized  with  an  authorized 
capital  stock  of  $1,000,000,  to  which  subscriptions  were  taken 
at  $200  per  share,  payable  in  quarterly  installments,  the  first  due 
in  thirty  days  and  the  remainder  in  three,  six  and  nine  months 
thereafter.  Immediately  upon  its  organization  being  completed, 
and  the  payment  of  twenty-five  per  cent  of  its  capital  stock,  the 
Corporation  entered  into  a contract  with  the  Company  by  which 
it  reinsured  and  guaranteed  all  of  the  unburned  risks  of  the 
Company,  carried  out  the  contracts  with  the  agents  and  succeeded 
to  the  renewal  of  the  expirations.  This  contract  of  reinsurance 
was  profitable  to  the  Company,  as  the  reinsurance  premiums 
were  the  face  of  the  Company’s  estimated  unearned  premiums, 
and  combined  with  these  was  an  agreement  that  eighty  per  cent 
of  the  profits  which  remained  after  the  payment  of  the  losses 
and  the  return  premiums  should  be  returned  to  the  Company, 
the  Corporation  retaining  twenty  per  cent,  together  with  the 
agency  plant,  and  good  will  of  the  business. 

It  subsequently  developed,  however,  that  the  original  esti- 
mates of  salvage  were  largely  in  excess  of  the  figures  which 
could  possibly  be  realized.  This,  combined  with  the  failure  and 
retirement  of  many  of  the  companies  in  which  reinsurance  was 
held,  reduced  the  amount  collectable,  and  it  became  evident, 
therefore,  that  the  assets  of  the  Company  would  not  equal  its 
net  liabilities  by  several  million  dollars.  To  prevent  the  appoint- 
ment of  a receiver  (with  the  loss  that  such  a procedure  would 
entail  upon  stockholders  and  policy  holders  alike)  and  give  the 
Company  time  in  which  to  enable  it  to  meet  all  of  its  obliga- 
tions, an  agreement  was  entered  into  with  the  loss-claimants  by 
which  they  should  receive  fifty  per  cent  of  their  proved  claims  in 
cash,  that  the  Company  should  levy  an  assessment  of  $300  per 
share  upon  its  stockholders  and  in  the  event  of  more  than 
$1,500,000  being  collected  before  December  31st,  1906,  by  those 
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assessments,  the  Company  would  increase  its  capital  to  this 
figure  at  least,  and  give  to  the  claimants  for  the  remaining  fifty 
per  cent  of  their  claims,  capital  stock  in  the  Company  at  the 
rate  of  one  share  of  stock  (par  value  $100)  for  each  $500 
remaining  unpaid  on  their  claims.  There  was  a further  provi- 
sion that  the  Company  should  repurchase  from  the  Corporation, 
the  agency  system  and  business  which  had  been  transferred  to 
it,  in  order  that  the  original  stockholders  who  had  been  assessed 
so  heavily,  and  the  new  loss-claimants  stockholders  might, 
together,  work  for  the  ultimate  success  of  a re-eStablished  Com- 
pany, with  the  attendant  reimbursement  from  the  future  profits. 

A figure  in  excess  of  the  necessary  $1,500,000  having  been 
collected  in  the  shape  of  an  assessment  upon  the  old  stockholders 
before  December  31st,  1906,  the  agreement  for  the  repurchase 
outlined  above  was  made  on  that  day  between  the  directors  of 
the  Company  and  the  directors  of  the  Corporation.  On  January 
10th,  1907,  the  capital  stock  of  the  Company  was  increased  from 
$1,000,000  to  $1,600,000,  and  on  March  15th  the  Company  com- 
menced the  delivery,  to  its  loss-claimants,  of  the  certificates  of 
stock  in  the  Company  in  settlement  of  the  balance  of  loss-claims. 
In  addition  to  this,  the  loss-claimants  have  received  an  additional 
bonus  dividend  of  six  and  a half  per  cent  as  a result  of  the 
assets  of  the  Company,  realizing  more  than  was  estimated ; the 
actual  cost  of  their  stock  to  these  loss-claimants,  therefore,  was 
about  $435  per  share. 

Under  the  California  law,  the  directors  of  an  insurance  com- 
pany may,  for  the  purpose  of  meeting  its  debts,  levy  an  assess- 
ment upon  the  stockholders  for  such  an  amount  as  is  deemed 
necessary  to  meet  those  liabilities.  Should  any  stockholder  be 
delinquent  in  paying  this  assessment  the  directors  have  two 
courses  open  to  them : .they  may  either  advertise  the  delinquent 
and  sell  his  stock,  or  they  may  elect  to  proceed  by  action  against 
stockholders  “to  recover  the  amount  of  the  assessment  or  any 
part  or  portion  thereof.” 

For  various  reasons,  the  directors  of  the  Company  decided 
upon  the  latter  course,  thus  placing  each  stockholder  in  the  posi- 
tion of  a debtor  to  the  Company  for  the  amount  of  his  assess- 
ment. The)'-  decided  upon  this,  not  only  because  the  advertising 
and  the  forfeiture  of  stock  would  result  in  a decreased  market 
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value,  but  also  because  in  this  way  a separate  settlement  with 
each  debtor,  depending  upon  his  ability  to  meet  his  debt,  was 
made.  This  latter  reason  is  given  additional  weight  when  it  is 
borne  in  mind  that  many  of  the  stockholders,  like  the  Company, 
lost  heavily  in  the  conflagration  and  any  other  course  would  have 
resulted  in  serious  embarrassment. 

While  a three  million  dollar  assessment  was  levied  upon  the 
stockholders,  it  was  estimated  that  only  $2,000,000  would  be  col- 
lected. How  closely  this  estimate  tallies  with  the  actual  result 
may  be  determined  from  the  fact  that  over  $1,900,000  has  thus 
far  been  collected. 

Holders  of  6314  shares  have  paid  in  full;  holders  of  229 
shares  have  paid  $21,300  and  surrendered  their  stock;  the  direct- 
ors, after  investigation,  have  accepted  the  surrender  of  1876 
shares  from  stockholders  who  were  clearly  unable  to  pay  their 
assessments,  and  from  estates  from  which  assessments  could  not 
legally  be  collected;  1581  shares  still  remain  for  settlement,  and 
against  some  of  the  stockholders  suit  has  already  been  com- 
menced, while  negotiations  with  others  are  producing  settlements 
day  by  day. 

The  contract  referred  to  by  which,  in  April,  1907,  the  Com- 
pany reinsured  the  unexpired  business  of  the  Corporation,  was 
identical  with  that  by  which  the  Corporation,  nearly  a year  pre- 
vious, had  reinsured  risks  of  the  Company.  In  further  elucida- 
tion of  this  statement,  it  may  be  explained  that  both  contracts 
provided  that  the  premium  in  each  case  which  the  reinsured 
company  should  receive,  was  to  be  the  unearned  premium,  that 
eighty  per  cent  of  the  profits  realized  was  to  be  returned  to  the 
reinsured  company  and  twenty  per  cent  kept  by  the  reinsuring 
company,  together  with  the  agency  plant  and  the  right  to  the 
renewal  expirations. 

The  reinsurance  premium  which  the  Company  paid  to  the 
Corporation  was  in  the  form  of  stocks  and  bonds  which  were 
transferred  at  prices  agreed  upon  by  a joint  committee  of  three 
stockholders  representing  each  of  the  parties.  The  value  of  the 
active  securities  was  readily  agreed  upon,  but  in  the  case  of  dis- 
agreements, the  securities  were  scheduled  at  an  arbitrary  value, 
the  seller  being  given  the  privilege  to  redeem  them  within  the 
year  at  the  schedule  price,  or  if  the  buyer  sold  them  within  the 
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year,  it  was  to  account  to  the  seller  for  the  profit  or  loss.  The 
securities  in  the  latter  schedule  were  turned  over  to  the  Company 
by  the  Corporation  in  April,  1907,  at  the  arbitrary  values  which 
were  placed  upon  them,  and  in  addition  thereto,  the  Company 
received  from  the  Corporation  a check  for  $26,172.50,  which  rep- 
resented the  excess  over  the  arbitrary  figures  realized  from  the 
sale  of  four  of  these  securities. 

All  of  its  outstanding  liabilities  having  disappeared,  the  Cor- 
poration became,  to  all  intents  and  purposes,  a holding  com- 
pany, subject  to  no  loss  other  than  by  shrinkage  in  the  value  of 
its  securities.  As  the  annual  business  assumed  by  it  under  its 
contract  with  the  Company  had  practically  all  expired,  a basis 
for  arriving  at  the  underwriting  profit  was  established,  and  it 
was  deemed  wise  to  commute  the  contract  of  reinsurance. 

For  your  information  I desire  to  place  before  you  the  basis 
upon  which  this  commutation  was  made : 


Total  reinsurance  premiums  received $2,481,730  00 

Premiums  in  force  December  31,  1906 1,171,634  58 

Premiums  liquidated  during  term $1,310,095  42 


On  which  there  had  been  disbursed : 

Expenses  $ 62,391  03  ( 4.76%) 

Return  premiums 205,501  78  (15.68%) 

Losses 722.955  59  (55-i8%) 

990,848  40 


Remaining  profit  (24.3%) $ 319,247  02 

Allowing  for  an  increase  in  the  losses  and  a decrease 
in  the  return  premiums,  it  was  estimated  that 
the  balance  of  the  contract  would  produce  a 
profit  of  21.5%,  or 250,582  90 


Making  the  total  profit  upon  the  contract 569,829  92 

Of  which  the  Company’s  share  was $455,863  94 

And  the  Corporation’s  share 113,965  98 


In  order  to  preserve  the  equitable  relations  between  the  Cor- 
poration and  the  Company,  the  other  reinsurance  contract  was 
also  commuted  upon  the  same  basis,  as  follows: 

Total  reinsurance  premiums  received $2,500,000  00 

From  which  must  be  deducted  : 

Estimated  expenses ( 4.76%)  $ 119,000  00 

Return  premiums  (13.  %)  325,000  00 

Losses  (57.5  %)  1,437,500  00 

1,881,500  00 


Leaving  an  estimated  profit  of $ 618,500  00 

Of  which  the  Corporation’s  share  is 

80%,  or  $494,800  00 

And  the  Company’s  share  20%,  or 123,700  00 


By  the  application  of  this  rule  to  both  contracts,  the  corpora 
tion  is  in  a position  to  speedily  distribute  its  assets  and  take  the 
necessary  steps  for  its  legal  discontinuance. 

Most  of  the  stockholders  in  the  Company  who  could  afford 
to  do  so,  became  subscribers  for  stock  in  the  Corporation,  and 
when  the  assessment  was  levied  upon  the  Company  stockhold- 
ers they  had  paid  from  two  to  three  installments  upon  their  sub- 
scriptions to  the  capital  stock  of  the  Corporation.  The  direct- 
ors of  the  Company,  wishing  to  avoid  a financial  hardship  upon 
their  stockholders,  who  had  also  been  subscribers  for  stock  in 
the  Corporation,  agreed  to  accept  a deposit  of  these  installment 
certificates  duly  endorsed  as  payment  of  part  of  the  assessment. 
The  installments  so  deposited  amounted  to  $604,000,  and  on 
June  28th,  1907,  the  Corporation  acquired  these  receipts,  giving 
the  Company  in  exchange  therefor,  the  securities  which  the  Cor- 
poration owned  for  which  there  existed  a least  ready  market. 
By  this  means  the  Corporation’s  ability  to  make  an  early  distri- 
bution of  its  assets,  was  increased. 

The  Corporation,  by  vote  of  its  stockholders,  on  June  20th, 
1907,  reduced  its  capital  to  $200,000,  which  its  profits  during  its 
ten  months  of  active  business  will  more  than  equal.  In  this  way 
the  directors  will  be  able  to  distribute  to  the  stockholders  without 
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impairment  of  capital,  the  face  of  their  installment  payments  and 
the  ultimate  result  of  the  year’s  investment  to  the  stockholders 
of  the  Corporation  will  be  a profit  of  from  twenty  to  thirty  per 
cent. 

In  order  that  the  facts  may  be  brought  before  you  in  concrete 
form,  I have  assumed  that  certain  relationship  existed,  and  sub- 
mit them,  as  follows: 

ORIGINAL  STOCKHOLDERS  OF  THE  COMPANY. 

Before  the  conflagration,  the  stock  was  selling  at  from  $425 
to  $450  per  share.  Having  been  assessed  upon  the  same  at  the 
rate  of  $300  per  share,  their  stock  now  represents  an  investment 
of  about  $750  per  share,  to  which  must  be  added  the  loss  of 
dividends  for  two  years.  In  a previous  outline  it  was  pointed 
out  that  some  of  the  stockholders  had  their  liability  cancelled  by 
the  surrender  of  their  stock,  and  the  payment  to  the  Company 
of  $100  per  share.  To  these  the  loss  will  amount  to  about  $550 
per  share.  Those  who  were  unable  to  pay  any  assessment,  and 
who  were  permitted  by  the  directors  to  surrender  their  stock, 
have,  of  course,  lost  their  entire  investment. 

THE  STOCKHOLDERS  OF  THE  CORPORATION. 

In  most  cases  $150  per  subscribed  share  had  been  paid  in  three 
equal  installments,  the  first  on  June  20th,  and  the  remaining 
ones  on  September  20th,  and  December  20th,  1906.  If  he  were 
a stockholder  in  the  Company  he  has  had  the  entire  amount 
paid  by  him  returned  in  the  shape  of  having  his  installment 
receipts  accepted  in  the  payment  of  his  assessment ; if  he  were 
a stockholder  in  the  Corporation,  but  not  in  the  Company,  he 
will  receive  in  due  course  the  entire  amount  paid  by  him.  In 
addition  thereto,  a dividend  in  the  future  of  from  twenty  to  thirty 
per  cent  will  be  declared. 

LOSS-CLAIMANTS  OF  THE  COMPANY. 

All  loss-claimants  except  those  involved  in  the  San  Francisco 
conflagration  have  been  at  all  times  fully  protected  and  their 
losses  have  been  paid  in  full,  promptly  on  adjustment.  The  San 
Francisco  conflagration  claimants  received  twenty  per  cent  of 
their  claims  in  September,  thirty  per  cent  in  November,  six  and 
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a half  per  cent  in  March,  and  fifty  per  cent  of  their  claim  in 
stock  of  the  Company,  taken  at  $500.  This  stock  has,  therefore, 
as  pointed  out  before,  cost  them  about  $435,  and  now  has  a 
market  value  of  about  $150  per  share. 

LOSS-CLAIMANTS  OF  THE  CORPORATION. 

These  claimants  have  been  dealt  with  in  the  usual  course 
of  business,  and  their  losses  promptly  paid  in  full  on  adjustment. 

UNBURNED  POLICIES  OF  THE  COMPANY  WRITTEN 
BEFORE  THE  CONFLAGRATION. 

These  policies  were  all  assumed  and  guaranteed  by  the  Cor- 
poration and  any  losses  which  have  occurred  between  the  date 
of  issue  and  April,  1907,  were  adjusted  and  paid  by  the  Corpo- 
ration in  the  usual  course  of  business.  The  Company,  having 
now  reinsured  all  the  outstanding  live  policies  of  the  Corpora- 
tion, it  is  responsible  for  any  losses  which  may  hereafter  occur 
under  these  policies. 

UNBURNED  POLICIES  OF  THE  CORPORATION. 

These  are  now  fully  protected  by  the  Company  under  the 
contract  of  reinsurance. 

In  order  that  you  may  be  in  possession  of  the  facts  relative 
to  the  methods  employed  in  the  settlement  of  the  losses  of  the 
Company,  the  Home  Fire  and  Marine  and  the  Pacific  Under- 
writers, a full  statement  of  the  direct  losses  has  been  made : 

Cash  paid  in  full  settlement  prior  to  September  1, 


1906  $ 3 1 3.082  92 

Cash  paid  under  agreement  of  settlement 4,691,201  50 

Stock  issued  under  agreement 4,687,710  40 

Suit  and  compromise  settlements  in  cash 96,803  55 

Additional  dividend  of  6^2% 573. IQ6  H 


Total  payments  $10,361,904  48 
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IV.— ASSETS. 


1.  Book  value  of  real  estate  unincumbered $ 577,001  94 

2.  Mortgage  loans — first  liens : 273,480  00 

3.  Loans  secured  by  pledge  of  bonds  and  stocks....  108,000  00 


4.  Book  value  of  bonds $2,739,510  80 

Book  value  of  stocks 610,279  55 

3.349.790  35 

5.  Cash  in  Company’s  office $ 11,666  01 

Bank  deposits 261,216  23 

6.  Agents’  balances  on  business  subsequent  to 

April  1,  1907  

7.  Agents’  balances  on  business  prior  to  April 

1.  1907  

8.  Bills  receivable  taken  for  marine  risks 

10.  Other  ledger  assets : 

11.  Open  accounts  treaty  companies 

12.  In  hands  of  London  correspondents  to  meet 

accruing  losses  

14.  Total  ledger  assets  $5,5 62,676  59 

143^. Ledger  liability — Amount  on  deposit  to  credit 

of  Firemen’s  Fund  Insurance  Corporation 

to  meet  their  outstanding  losses 70,314  96 

Ledger  assets  as  per  balance $5,492,361  63 

15.  Interest  due,  $293.40;  accrued,  $1,913.11;  on 

mortgage  $2,206.51 -C.- y 

17.  Interest  due ; accrued,  $89.25  ; collat.,  $89.25....  2,295  76 

21.  Market  value  of  stocks  over  book  value . ’ 18,710  45 

23.  Balance  due  from  Firemen’s  Fund  Insurance 

Corporation  on  reinsurance  contract 9,734  02 

Gross  assets  : $5,523,101  86 


272,882  24 

838,038  65 

48,851  07 
32,823  60 

12,760  02 

49,048  72 
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Amount  forward. 


.$5,523,101  86 
DEDUCT  ASSETS  NOT  ADMITTED. 

30.  Agents’  balances  representing 
agents’  balances  prior  to  April 

1,  1907  $ 48,851  07 

33.  Depreciation  from  book  value  - 

of  ledger  assets,  viz  : bonds... 7.  128,675  80 

Total  H 177,526  87 


Total  admitted  assets  $5,345,574  99 

V— LIABILITIES. 

4.  Gross  claim  for  unpaid  losses....$  356,769  12 

5.  Deduct  reinsurance  on  same 74,629  27 

Net  amount  of  unpaid  claims $ 282,139  85 

7-8.  Unearned  premium  on  fire 

risks  $2,369,051  25 

9-10.  Unearned  premium  on  Marine 

risks  333,207  67 

12.  Total  unearned  premium 2,702,258  92 

19.  Miscellaneous  accounts  and  unpaid  bills  to  be- 

come due  13,000  00 

20.  Commissions,  brokerage,  etc.,  to  become  due  to 

agents,  etc ip  169,262  94 


26.  Total  liabilities  except  capital $3,166,661  71 

27.  Capital  actually  paid  up  in  cash..$i,6oo,ooo  00 

28.  Surplus  over  all  liabilities 578,913  28 

29.  Surplus  as  regards  policy  holder 2,178,913  28 


Total  liabilities  $5,345,574  99 


ANALYSIS. 

I have  considered  that  the  proper  way  of  presenting  the  semi- 
annual statement  of  the  Company  requires  that  there  shall  be  a 
deduction  of  $346,675  from  the  ledger  assets  of  December  31st, 
1906.  This  deduction  is  made  in  item  2 of  the  statement  above, 
and  the  explanation  of  the  necessity  for  the  same  is  as  follows : 
In  the  income  which  is  reported  in  the  annual  statement  for 
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the  year  1906,  an  item  of  $1,654,225  was  included,  notwithstand- 
ing the  fact  that  part  of  this  was  for  the  increase  in  capital  stock, 
which  increase  was  authorized  in  January,  1907.  During  the 
first  six  months  of  1907,  $253,325  had  been  collected  on  the  same 
account,  and  this  figure,  together  with  the  deduction,  will  make 
up  the  increase  in  capital  stock,  $600,000. 

ITEM  31  OF  DISBURSEMENTS. 

The  “loss  on  repurchase  of  Company’s  stock  and  orders” 
represents  money  which  has  been  disbursed  for  the  purchase  of 
stock  orders  from  such  of  the  claimants  as  were  desirous  of 
selling  their  stock  at  the  market  price  at  the  time  of  issue  rather 
than  to  hold  the  stock  for  any  future  advance.  These  pur- 
chases were  made  at  from  $125  to  $200  (the  latter  figure 
being  paid  before  the  extra  dividend  of  6 per  cent  was  de- 
clared), and  by  making  these  purchases  the  Company  was  en- 
abled to  keep  its  stock  i^sue  below  the  authorized  16,000  shares, 
the  orders  for  stock  purchases  being  cancelled  from  time  to  time 
as  the  purchases  were  made,  or  as  the  total  amount  of  stock 
issued  approached  the  limit  of  16,000  shares. 

ITEM  32  OF  DISBURSEMENTS. 

The  “loss  on  commutation  of  reinsurance  contracts Both  of 
the  original  contracts,  as  pointed  out,  have  been  commuted  on 
a cash  basis,  and  this  item  represents  the  amount  which  the 
Corporation  received  from  the  Company  in  excess  of  the  amount 
due  to  the  Company.  As  an  offset  to  this,  however,  there  is  an 
amount  of  $9,734.02  (item  23  of  assets),  which  the  Corporation 
owed  the  Company  on  June  30th,  and  which  I have  been  assured 
by  the  officers  has  now  been  paid. 

ITEM  14%  OF  ASSETS. 

In  order  to  arrive  at  the  balance  it  is  necessary  to  make  a 
deduction  of  $70,314.96,  the  explanation  of  which  is  as  follows: 
in  all  the  departments  of  the  Firemen’s  Fund  Insurance  Corpor- 
ation, business  was  reinsured  from  March  1st,  1907,  except  such 
agencies  as  reported  to  the  home  office,  on  which  business  the 
reinsurance  dated  from  April  1st.  The  Corporation,  of  course, 
agreed  to  pay  in  each  department  all  losses  which  occurred  prior 
to  the  different  dates.  It  was  impossible  for  the  Atlantic  Marine 
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department  to  keep  separate  the  losses  of  the  Corporation  prior 
to  March  1st,  and  those  of  the  Company  occurring  thereafter. 
The  Company,  therefore,  charged  the  Corporation  and  carried 
to  a deposit  account,  the  total  amount  of  the  unpaid  losses  in 
the  Atlantic  Marine  department,  and  on  June  30th,  1907,  there 
was  a balance  in  this  account  of  $70,314.96,  from  which  the  com- 
pany is  to  continue  to  make  payment  for  Corporation  losses,  and, 
if  after  the  losses  have  been  finally  settled,  there  remain  any 
funds  the  same  are  to  be  paid  to  the  Corporation.  If  the  losses 
should  exceed  the  estimates  which  have  been  placed  upon  them, 
the  Corporation  will  reimburse  the  Company  for  any  such 
excesses. 

REMARKS. 

The  foregoing  will,  I think,  explain  the  unusual  items  of  the 
statement,  and  in  explanation  of  the  remaining  items,  I beg  to 
call  your  attention  to  the  following  facts : 

The  item  of  real  estate  carried  into  the  statement  consists 
almost  entirely  of  the  home  office  property,  which  has  been 
appraised  under  your  direction,  by  three  competent  appraisers, 
who  have  united  in  placing  a figure  in  excess  of  the  price  at 
which  the  Company  carries  this  asset. 

The  bonds  and  stock  owned  by  the  Company  and  upon  which 
if  has  made  loans,  have  been  likewise  appraised  and  signed  state- 
ments have  been  submitted  to  you.  The  figure  which  I have  used 
in  the  statement  represents  the  values  as  placed  upon  the  securi- 
ties by  your  appraisers.  The  depreciation,  $128,675.80,  which 
is  a result  I have  deducted  from  the  assets,  to  my  mind  is  caused 
by  the  low  market  values  now  extant  in  San  Francisco,  and  is 
probably  the  natural  result  of  the  experience  which  the  city  has 
undergone. 

The  cash  in  office,  in  bank  and  the  agents’  balances  have 
been  properly  verified;  the  bills  receivable  for  Marine  risks  and 
the  deposit  in  the  hands  of  the  London  correspondents  of  the 
Company  are  properly  admissible. 

CAPITAL  STOCK. 

A verification  of  the  outstanding  certificates  with  the  stubs 
shows  that  about  59  shares  have  been  issued  in  excess  of  the 
authorized  capital,  but  this  does  not  take  into  account  the  large 
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number  of  shares  which  the  directors  have  in  their  hands  subject 
to  their  decision  for  future  action  on  the  question  of  delinquency. 
In  order  that  the  limit  should  not  be  exceeded  some  of  the  officers 
of  the  Company  have  voluntarily  surrendered  their  certificates 
for  cancellation  with  the  understanding  that  in  the  final  adjust- 
ment these  certificates  will  be  reissued  to  them.  It  has  been 
stated  by  the  officers  (and  the  estimate  seems  reasonable  to  me) 
that  when  the  final  adjustment  is  made,  the  outstanding  capital 
stock  of  the  Company  will  be  reduced  to  $1,500,000.  The  appar- 
ent over-issue  mentioned  above  is  unimportant,  especially  whe  1 
viewed  in  the  light  of  the  fact  that  I have  included  in  the  out- 
standing stock,  orders  for  about  400  shares  which  may  never  be 
presented. 

HOME  FIRE  & MARINE  INSURANCE  COMPANY. 

On  June  28th,  1907,  the  Company  sold  to  the  Corporation  its 
ownership  of  the  entire  stock  of  the  Home  Fire  & Marine  Insur- 
ance Company  for  $260,000.  Prior  to  this,  however,  the  Company 
had  reinsured  the  outstanding  risks  of  the  Home  Fire  & Marine. 
It  appears  to  me  (and  in  this  view  the  company  officers  concur) 
that  the  price  was  low,  and  if  the  Corporation  desires  merely  to 
liquidate  the  Home,  instead  of  continuing  it  as  a live  organiza- 
tion, the  result  will  afford  some  profit  to  the  Corporation.  An 
explanation  of  this  sale,  even  at  a sacrifice,  is  found  in  the  fact 
that  insurance  departments  have  insisted  that  the  stock  of  the 
Home  should  not  be  owned  by  the  Company.  The  view  has 
been  expressed  that,  not  only  would  this  stock  be  disallowed  as 
an  asset,  but  owing  to  the  stockholders’  unlimited  liability  laws 
in  California,  the  Company  ought  not  to  be  placed  in  the  position 
of  being  responsible  for  the  liabilities  of  another  Corporation. 
Under  these  circumstances,  the  Company  deemed  it  advisable 
to  dispose  of  this  stock  before  another  semi-annual  statement 
was  filed. 

CONCLUSIONS. 

It  is  difficult  to  imagine  anjr  institution  being  subjected  to  a 
more  severe  test  than  was  the  Fireman’s  Fund  Insurance  Com- 
pany. It  has  emerged  from  it  with  its  reputation  untarnished,  and 
its  excellent  plant  intact.  The  credit  for  this  happy  result  be- 
longs, in  great  part,  to  the  loyalty  of  the  officers  and  employes, 
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and  to  the  remarkable  plan  of  rehabilitating  an  institution  which 
had  practically  been  wiped  out  by  an  unusual  catastrophe;  but 
in  the  final  summing  up,  due  credit  must  be  given  to  the  loyalty 
of  the  claimants  in  San  Francisco,  who  united  with  the  officers 
in  an  endeavor  to  prevent  the  extinction  of  a company  which 
had  enjoyed  so  many  years  of  honorable  dealing  with  its  policy 
holders. 

The  officers  and  employes  have  afforded  me  every  opportu- 
nity for  the  making  of  a full  and  complete  investigation,  and  it 
would  be  almost  unjust  to  mention  any  particular  one  in  this 
connection. 

All  of  which  is  respectfully  submitted, 


S.  H.  WOLFE. 
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